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The Legislative Audit Bureau supports the Legislature in its oversight
of Wisconsin government and its promotion of efficient and effective
state operations by providing nonpartisan, independent, accurate, and
timely audits and evaluations of public finances and the management
of public programs. Bureau reports typically contain reviews of
financial transactions, analyses of agency performance or public policy
issues, conclusions regarding the causes of problems found, and
recommendations for improvement.

Reports are submitted to the Joint Legislative Audit Committee
and made available to other committees of the Legislature and to
the public. The Audit Committee may arrange public hearings on
the issues identified in a report and may introduce legislation in
response to the audit recommendations. However, the findings,
conclusions, and recommendations in the report are those of the
Legislative Audit Bureau.

The Bureau accepts confidential tips about fraud, waste, and
mismanagement in any Wisconsin state agency or program
through its hotline at 1-877-FRAUD-17.

For more information, visit www.legis.wisconsin.gov/lab.

Contact the Bureau at 22 East Mifflin Street, Suite 500, Madison, Wisconsin 53703;
AskLAB@Iegis.wisconsin.gov; or (608) 266-2818.
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Joe Chrisman
State Auditor

May 6, 2019

Senator Robert Cowles and

Representative Samantha Kerkman, Co-chairpersons
Joint Legislative Audit Committee

State Capitol

Madison, Wisconsin 53702

Dear Senator Cowles and Representative Kerkman:

As required by s. 13.94 (1) (t), Wis. Stats., we have completed a financial audit of the University of
Wisconsin (UW) System and assessed selected aspects of UW System’s operations. Tuition and
Fees was UW System’s largest revenue and totaled $1.3 billion in fiscal year (FY) 2017-18.
Although total tuition revenue increased from FY 2008-09 through FY 2017-18, resident tuition
began to decrease after FY 2012-13 while nonresident tuition continued to increase. Nonresident
tuition increases were driven by increases in nonresident tuition rates and enrollment.
Nonresident enrollment increased from 21,639 students in academic year 2008-09 to

32,197 students in academic year 2017-18, or by 48.8 percent.

We reviewed UW System’s FY 2017-18 Report on Program Revenue Balances by Institution and Level
of Commitment, which was approved by the Board of Regents in October 2018. On a budgetary
basis, UW System’s total program revenue balance was $1.3 billion as of June 30, 2018. Of this
amount, $906.9 million was from unrestricted sources such as tuition. We identified concerns
with the program revenue balances reported and the student housing rates set by UW-Oshkosh
and recommend improvements.

In FY 2017-18, Salary and Fringe Benefits was UW System’s largest expense and totaled

$3.2 billion or 63.1 percent of total expenses. As required by statutes, UW System created two new
personnel systems, which were implemented on July 1, 2015, and included compensation changes
related to merit-based pay and new pay structures. We recommend UW System improve its
policies to ensure justifications for pay increases and adjustments are adequately documented.

As part of our audit, we reviewed the status of recommendations made in report 18-4,
Relationships between the University of Wisconsin and Certain Affiliated Organizations, which

was released in March 2018. Although UW System took some steps to address these
recommendations, it completed implementation of only one recommendation as of March 2019.
We evaluated the steps taken and include recommendations for continued improvement.

We appreciate the courtesy and cooperation extended to us by staff of UW System during the
audit. A response from the UW System President follows the appendices.

Respectfully submitted,
e Chrisman

State Auditor

JC/CS/ss






Report Highlights

UW System’s revenue totaled
55.3 billion and expenses
totaled $5.1 billion for

FY 2017-18.

From academic year 2008-09
to academic year 2017-18,
nonresident enrollment
increased by 10,558 students
and resident enrollment
decreased by 12,881 students.

Unrestricted program revenue
balances have decreased at
eight institutions and
increased at nine institutions
since June 30, 2014.

Beginning in 2015,

UW System and UW-Madison
implemented new personnel
systems separate from the
state civil service system.

As of March 2019, UW System
has taken some steps but did
not complete implementation
of all of the recommendations
from report 18-4.

The University of Wisconsin (UW) System provides postsecondary
academic education through its 13 four-year universities, 13 two-
year branch campuses associated with a university, and UW System
Administration. Each of the 13 universities awards bachelor’s and
master’s degrees, and several also confer doctoral degrees. The

13 two-year branch campuses offer general education associate
degrees and course credits that transfer to the universities.

UW System Administration consists of the UW System President,
who is statutorily responsible for administering and maintaining
fiscal control. The Board of Regents is statutorily responsible for
establishing the policies necessary for governing UW System.

Effective July 1, 2018, the 13 colleges that were previously part of
UW Colleges became two-year branch campuses that were merged
with certain four-year universities and UW-Extension merged certain
divisions with UW-Madison and UW System Administration.

We are required by statute to perform an annual financial audit of
UW System. As part of this audit, we assessed selected aspects of
UW System’s financial management and financial operations,
including tuition revenue, program revenue balances, and
personnel systems. In addition, we followed up on the status of
recommendations we made in report 18-4, Relationships between the
University of Wisconsin and Certain Affiliated Organizations.
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Revenues and Expenses

For FY 2017-18, UW System’s revenue totaled $5.3 billion and its
expenses totaled $5.1 billion on the basis of generally accepted
accounting principles (GAAP). Tuition and Fees was UW System’s
largest revenue source in FY 2017-18 and totaled $1.3 billion, or

24.3 percent of its total revenues. UW System’s largest expense was
Salary and Fringe Benefits, which totaled $3.2 billion, or 63.1 percent
of total expenses for FY 2017-18.

Tuition

Total tuition revenue increased from $933.4 million in FY 2008-09
to $1.3 billion in FY 2017-18, as shown in Figure 1. Although
nonresident tuition revenue has increased each year since

FY 2008-09, resident tuition revenue has decreased each year
since FY 2013-14.

Resident®

[l Nonresident

Figure 1

Tuition Revenue??
By Fiscal Year

13.4% 21.0%

in millions in millions
‘ M $125.4 ‘ B s2763
86.6% $808.0 79.0% $1,039.7
Total $933.4 Total $1,316.0
2008-09 2017-18

1 Tuition revenue is on the cash basis of accounting.

2 Excludes revenue attributed to the master’s of business administration program and includes
differential tuition at UW-Madison.

% Includes revenue related to the Minnesota-Wisconsin Higher Education Reciprocity Agreement.

Tuition revenue is largely affected by changes in tuition rates and
enrollment. Although most institutions have increased nonresident
and graduate tuition rates, resident undergraduate tuition rates
have been frozen at the 2012-13 academic year levels since

FY 2013-14.

Although resident enrollment across UW System declined by
12,881 students from 138,018 students in academic year 2008-09 to
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125,137 students in academic year 2017-18, nonresident enrollment
increased by 10,558 students, from 21,639 students in academic year
2008-09 to 32,197 in academic year 2017-18.

UW System attributes the decline in resident enrollment to fewer
Wisconsin high school graduates, changes in regional demographics,
and faster college graduation rates.

Program Revenue Balances

As of June 30, 2018, UW System’s total program revenue balance
was $1.3 billion on a budgetary basis. UW System Administration
reported to the Board of Regents the fiscal year-end balances for
each institution for program revenue funding sources that did not
have a restriction on their use, such as tuition and federal indirect
cost reimbursement. On a budgetary basis, these unrestricted
program revenue balances increased from $851.6 million as of
June 30, 2017, to $906.9 million as of June 30, 2018, or by

$55.3 million.

Since the implementation of program revenue balances reporting in
FY 2013-14, unrestricted program revenue balances have decreased
at eight institutions and have increased at nine institutions.

We identified concerns with reporting of program revenue balances
for UW-Oshkosh, as well as concerns with its accumulated balances
for auxiliary services.

In February 2019, UW-Oshkosh reported to the Board of Regents that
it had a program revenue balance of $7.0 million that had been
unused for about six years. We found that UW-Oshkosh has increased
student housing rates over the past 10 years, despite having an
available program revenue balance that could have been used to
offset or perhaps avoid room rate increases. We also found that
UW-Oshkosh reported debt service expenditures as being funded by
both this program revenue balance and by its current year revenue.

New Personnel Systems

2011 Wisconsin Act 32 required the Board of Regents to develop a
personnel system for all UW System employees except UW-Madison
employees, and for the UW-Madison Chancellor to create a
personnel system for UW-Madison employees. These personnel
systems were to be established separate from the state civil service
system, and were to be implemented on July 1, 2015.



REPORT HIGHLIGHTS

UW System Administration established policies and required
institutions to develop guidelines to administer pay plan increases
and other types of pay adjustments. However, UW institutions did
not develop guidelines that followed UW System Administration’s
policy nor ensure appropriate documentation was maintained to
support pay plan increases or merit-based adjustments that we
reviewed. We also identified concerns with policies for
extraordinary salary ranges and identified employees who were
paid outside of an approved salary range.

Affiliated Organizations

UW institutions have relationships with various affiliated
organizations, including primary fundraising foundations and
real estate foundations. We made several recommendations in
report 18-4 to improve the oversight and monitoring of these
relationships. In our current audit, we found UW System took
some steps but did not complete implementation of all of the
recommendations from report 18-4. For example, UW System:

has not reviewed all memoranda of
understanding and operational agreements with
primary fundraising foundations and real estate
foundations; and

has not reviewed for appropriateness a sample of
payments from UW institutions to other affiliated
organizations that are not primary fundraising
foundations or real estate foundations.

UW System did not seek to establish a Board policy to govern
affiliated organizations that are not primary funding foundations or
real estate foundations. Instead, it implemented an administrative
policy requiring UW institutions to annually report to UW System
Administration the administrative support provided to an affiliated
organization if the amount is $100,000 or more net of amounts
reimbursed by the affiliated organization.

However, the administrative policy does not require a complete
accounting of all costs and benefits, a calculation of the return on
investment the UW institution is making in the affiliated
organization, or that a cost-benefit report be completed for all
affiliated organizations.

The administrative policy also does not address how the cost-benefit
reports will be evaluated by UW System Administration nor does it
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specify what information, if any, will be formally reported to the
Board of Regents.

Recommendations

We include recommendations for UW System Administration to
report to the Joint Legislative Audit Committee by August 30, 2019,
on its efforts to:

provide guidance to UW institutions to ensure
accurate reporting in the program revenue
balances report and that balances are considered
when establishing auxiliary service rates (p. 42);

ensure UW institutions have developed
guidelines that comply with UW System’s policy
for granting pay plan increases and merit-based
adjustments, and include guidance on the
appropriate payroll system codes to be used to
record merit-based adjustments (pp. 54 and 55);

revise its policy for administering extraordinary
salary ranges, require UW institutions to develop
guidelines, and evaluate whether the guidelines
have been consistently complied with

(p. 58); and

review grievance procedures of all UW
institutions and ensure the procedures meet
statutory requirements (p. 62).

We also recommend UW-Madison ensure its staff are trained on its
policy on extraordinary salary ranges and that such ranges are
approved in compliance with the policy (p. 60), and revise its
grievance policy to meet statutory requirements (p. 63).

In addition, we largely repeat the recommendations from report 18-4
regarding affiliated organizations (p. 69, p. 72, p. 78, p. 79 and p. 80).
We also recommend UW System Administration revise its
administrative policy and cost-benefit report to require all UW
institutions to provide an accounting of all of the costs and benefits
of the relationships with each affiliated organization, revise the
spreadsheet it uses to review certain documents in order to determine
compliance with Board policy, and report the status of its efforts

to the Joint Legislative Audit Committee by August 30, 2019

(p. 69 and p. 77).
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Issue for Legislative Consideration

As noted in report 18-4, the Legislature could modify statutes to
require certain UW employees to annually file statements of
economic interests with the Wisconsin Ethics Commission and
define UW employees who also work for affiliated organizations to
be state public officials (p. 81).
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UNIVERSITY OF
WISCONSIN SYSTEM

A
L

Office of the President
1700 Van Hise Hall

1220 Linden Drive

Madison, Wisconsin 53706-1559
608-262-2321

rcross@uwsa.edu
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May 2, 2019

Joe Chrisman, Auditor
Legislative Audit Bureau

22 East Mifflin Street, Suite 500
Madison, Wl 53703

Dear Auditor Chrisman,

Thank you for the opportunity to respond to the Legislative Audit Bureau’s (LAB) review of the
University of Wisconsin (UW) System. Please see UW System’s response attached.

One area of particular note included in this audit is the ongoing review of how the UW System is
managing the relationships between our institutions, their primary fundraising foundations, real estate
organizations, and other affiliated organizations. As we have stated in the past, these organizations
provide significant support for students through scholarships, academic opportunities, and professional
development. They are critical to the success of students and in many cases play a major role in
supporting and enhancing the work of our institutions.

We also recognize the importance of ensuring maximum transparency and accountability when these
organizations receive administrative support as part of their ongoing partnership with an institution. As
your audit reflects, there are many considerations when creating the processes and policies necessary to
ensure a responsible relationship exists. To ensure effective management and transparency, it is
necessary to clearly delineate the difference between a primary fundraising foundation, real estate
foundation, and other affiliated organization. Each are unique in their purpose, the type of relationship
with the university, and how they should be managed. We are pleased with the progress the UW System
has made and acknowledge that more work is yet to be done.

The UW System remains committed to working with LAB, the legislature, and all our stakeholders to
continue to ensure transparency and accountability. Thank you for LAB’s work on this audit. | value the
knowledge gained from our ongoing internal process, as well as the recommendations included in your
audit. As LAB requested, we are happy to report to the Joint Legislative Audit Committee by August 30,
2019 on the recommendations contained in this audit.

Sincerely,

@W

Ray Cross
President


mailto:rcross@uwsa.edu
http://www.wisconsin.edu/

Introduction

We appreciate LAB’s recommendations as we continue to improve the management, transparency, and
effectiveness of our policies. We want to take this opportunity to provide updates on the progress made by the
University of Wisconsin System Administration (UWSA) on several areas, including:

e Information Technology

e Tuition policy

e Program Revenue (PR) Balances Reporting

e Personnel Systems

e Policies governing relationships with primary fundraising foundations, real estate foundations, and
other affiliated organizations.

In addition to LAB’s audit, this year for the first time, UW System was required by 2017 Wisconsin Act 59, the
2017-19 Biennial Budget Act, to hire an external auditor to conduct our financial statement audit. UW System
hired Plante Moran to conduct the audit, which was transmitted to the Board of Regents in December 2018.
Plante Moran’s report highlights areas where, with Plante Moran’s guidance and expertise in higher education,
the UW System fully implemented a new accounting standard for post-employment benefits other than
pensions, revised its reporting of component units, and revised its accounting for library holdings, Pell grants,
and the Perkins Loan program. We appreciate Plante Moran’s collaborative approach and guidance and look
forward to working with them on the audit for next fiscal year.

UWSA and the Board of Regents take both audits seriously as evidenced by the steps taken outlined above, in
the following response, and the table that outlines progress made on Report 18-4’s recommendations. In the
following response, we will provide updates in each area audited by LAB, the steps taken by the UW System,
and our ongoing efforts related to each of the LAB’s recommendations.

Information Technology (IT)

LAB made no recommendations regarding IT security in this report; however, IT security continues to be a
priority for the UW System.

UWSA developed a 24-month workplan and continues to make progress on these steps. Within the work plan,
UWSA anticipates updates to all existing policies this year, as well as publishing three to five new policies
scheduled throughout the remainder of the calendar year. Additional ongoing work to improve UW System’s IT
security, includes:

e Enterprise deployment of a suite of security tools throughout UW System

e Multi-factor authentication for all employees this year and to students next calendar year
e Implementation of an enterprise-wide incident response plan

e Playbooks for institutions and system-wide tabletop exercise this summer (2019)

e A new round of external security assessments and penetration tests for select institutions

Tuition
LAB made no recommendations regarding tuition policy; however, the UW System remains committed to

offering a world-class, affordable education to develop the future workforce of the state of Wisconsin. We do
this by balancing the need to serve Wisconsin residents and attract talent to increase wages, address
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workforce issues, and help Wisconsin prosper. This is especially important given the challenging demographics
in the state. Wisconsin high school graduates peaked at 71,000 in 2009 and then steadily declined through
2017, yet the state has a severe workforce shortage and needs to attract young people to the state. UW
System is the state’s engine to develop and attract this talent.

The UW System has increased enrollment of out-of-state students to attract new talent, while enrolling
essentially the same percentage of Wisconsin high school graduates in 2017 (31.8%) as it did in 2009 (31.9%).
Our flagship institution, UW-Madison, reports an increase of 2% in their enrollment of first-year Wisconsin
residents from Fall 2016 to Fall 2017 (3,671 up to 3,746). UW-Madison also reports that it admitted 60.6% of
Wisconsin applicants in 2008 but admitted 72.3% of Wisconsin applicants in 2017.

Further, per Board of Regent Policy on Freshman Admissions (RPD 7-3), non-resident undergraduate
enrollment shall not exceed 27.5% of the total undergraduate enrollment at any UW institution based on a
three-year average. This limitation does not include Minnesota reciprocity students. The Board of Regents also
took action in October 2015 by waiving this 27.5% enrollment limit for UW Madison for 2016-2017 through
2019-2020, but instead required UW-Madison to maintain a minimum of 3,600 Wisconsin resident in each new
freshman class during the waiver period. This waiver was approved by the Board of Regents in consultation
with legislative leadership.

Program Revenue (PR) Balances Reporting

LAB made three recommendations regarding the reporting of Program Revenue Balances. UWSA accepts these
recommendations and took proactive steps to complete one prior to this audit.

UWSA appreciates the LAB's assistance in developing the PR balances reporting structure and continued
recommendations to improve the PR Balances report to improve transparency. This tool helps UWSA and our
institutions better manage balances at appropriate levels but still meet their obligations and unexpected
emergencies. To best manage these funds and understand changes over time, it is necessary to do so at the
institutional level rather than the System level.

Recommendation: Provide guidance to University of Wisconsin institutions to ensure expenditures that are
budgeted to be paid out of current-year revenues are not also reported as being funded from existing program
revenue balances in the spending plans in the program revenue balances report and do so before preparing the
program revenue balances report for fiscal year 2018-19.

UWSA provided guidance to UW institutions to ensure expenditures that are budgeted to be paid out of
current-year revenues are not also reported as being funded from PR balances. This was completed during the
Office of Finance’s spring 2019 semester check-in with each campus.

Recommendation: Provide guidance to University of Wisconsin institutions on performing a review of balances
reported in the FY2018-19 program revenue balances report to ensure amounts are appropriately reported in
the spending plans, and on considering available balances when establishing auxiliary services rates.

UWSA has a policy on auxiliary management. As LAB acknowledges in the report, UWSA indicated in February
2019 that this is currently under revision since the policy is dated as it relates to the maximum balances
allowed. UWSA also provides annual budget instructions to all institutions, indicating that balances should be
used to mitigate or phase in necessary rate increases.
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Recommendation: Direct University of Wisconsin institutions to ensure appropriate department-level or
centralized controls are in place to monitor department-level program revenue balances and their use.

As noted during our discussion on April 25, 2019, UWSA leadership is committed to working with the LAB to
seek further refinements on how PR balances are reflected including monitoring department-level program
revenue balances through the UWSA’s newly implemented budget planning and forecasting tool, PlanUW.

UW-Oshkosh PR Balance Transfer

In addition to the recommendations made in this section, LAB specifically highlighted the $5.0 million transfer
from the program revenue balances in UW-Oshkosh’s Residence Life Department to UW-Oshkosh’s GPR and
tuition-funded student services. UWSA agrees with LAB’s concerns with how the balance was reported under
the previous administration of UW-Oshkosh. We wish to provide additional context to this situation and how
UW-0Oshkosh’s current leadership is improving its budgeting process.

The transfer is an essential part of UW-Oshkosh’s Financial Recovery Plan to enable the university to meet its
projected budget shortfall. UW-Oshkosh engaged the Vice Chancellors, Cabinet, and students in a detailed
review of the transfer, and all groups concurred that it was a necessary and essential action to achieve the
Financial Recovery Plan. At the February 2019 Board of Regents meeting, UW-Oshkosh presented the transfer
request, and it was approved by the Board.

Close monitoring of PR balances is essential and taken seriously by UWSA and the Board of Regents. To achieve
this, the current UW-Oshkosh Chancellor and Chief Business Officer made many changes to the previous
structure of UW-Oshkosh’s Finance and Administration, which was decentralized within the university. The
current administration centralized all the Finance and Administration functions to enable improved visibility of
key financial elements, a clear focus on its balances, and an improved budgeting process. This ensures that
balances are given proper focus when rates are set, and that balances are properly reported and do not
“double count” items that are funded from operating revenues. UW-Oshkosh is committed to continually
improving their budgeting and reporting process.

Personnel Systems

LAB made several recommendations regarding UW System Human Resources (UWSHR) policies and some
specific to UW-Madison. UWSHR and UW-Madison accepts these recommendations.

Recommendation: Ensure University of Wisconsin institutions have a systematic performance evaluation
program established for awarding pay plan increases.

UPS Policy TC4: Pay Plan Distribution Guidelines for University Workforce provides guidance for pay plan
administration for all UW Institutions. UWSHR will develop a consistent process across all institutions to
include the following: performance review cycle (calendar year with mid-cycle touch points); implementation
of a systemwide ePerformance tool and training on the tool; administrative procedures for a performance
management program, which includes feedback from governance groups; and UWSHR will review institution-
level published administrative procedures and guidelines to ensure compliance and consistency.

Recommendation: Ensure all University of Wisconsin institutions develop published guidelines for granting
merit-based adjustments, including the level of documentation required to support the adjustments.
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UWSHR will review institution-level published administrative procedures and guidelines for compliance, and it
will develop and publish administrative procedures on granting merit-based adjustments to include criteria for
eligibility for merit-based adjustments, such as: meritorious performance (with an agreed upon definition);
internal equity (at the institution-level); market, focusing on external market data; completed mandatory
training on sexual harassment and information security awareness; eligibility based on cut-off date;
consideration given to whether or not salary adjustments received within last 12 months; and a Summary
Justification Statement — in a standardized format to ensure consistency.

Recommendation: Evaluate published guidelines of University of Wisconsin institutions to ensure compliance
with University of Wisconsin System Administration policy.

UWSHR will evaluate published guidelines and administrative procedures for merit-based adjustments to
ensure compliance with UWSA policy.

Recommendation: University of Wisconsin System Administration revise the merit-based salary adjustment
policy to include guidance for University of Wisconsin institutions on which specific Human Resource System
codes should be used to record merit-based adjustments.

UWSHR will include information on specific HRS codes to use for processing merit-based adjustments.
Institutions will receive training on proper usage and entry of codes.

Recommendation: Provide guidance to University of Wisconsin institutions on extraordinary salary ranges by
revising its policy to include the criteria to be considered and the documentation required to support an
extraordinary salary range.

UWSHR will develop criteria and documentation requirements for establishing extraordinary salary ranges
(ESR), provide oversight and review institutional ESR requests for compliance with guidelines.

Recommendation: Require University of Wisconsin institutions to develop guidelines for administering
extraordinary salary ranges.

UWSHR will develop criteria and documentation requirements for establishing extraordinary salary ranges
(ESR), provide oversight and review institutional ESR requests for compliance with guidelines.

Recommendation: Evaluate whether University of Wisconsin institutions have developed guidelines and have
consistently complied with those guidelines when administering extraordinary salary ranges.

UWSHR will develop criteria and documentation requirements for establishing extraordinary salary ranges
(ESR), provide oversight and review institutional ESR requests for compliance with guidelines.

Recommendation: The University of Wisconsin-Madison ensure its staff are trained in the policy and
extraordinary salary ranges are approved only in compliance with its established policy.

UW-Madison will provide additional training to staff involved with creating and maintaining the Extraordinary
Salary Range (ESR) structure. The Office of Human Resources will ensure all elements required by policy are

present when establishing or adjusting any ESRs.

Recommendation: The University of Wisconsin-Madison revise its grievance policy to ensure it meets statutory
requirements.
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UW-Madison will review grievance procedures relative to statutory requirements and ensure that such
procedures are in compliance. Specifically, the review will focus on the grievance procedures related to the
impartial hearing officer and BOR final appeal requirements. For any procedural adjustments based on the
review, UW-Madison will seek input from shared governance groups to help inform the changes.

Recommendation: Review the grievance procedures of all UW institutions to ensure the procedures meet
statutory requirements.

UWSHR will review grievance procedures of all UW institutions to ensure procedures meet statutory
requirements for all employee categories and that the policy specifically indicates the concept of an impartial
hearing officer and designates the Board of Regents as the highest level of appeal. Shared governance groups
will have input into the establishment of a procedure.

Grievance policy shall indicate that faculty are subject to administrative code chapters UWS 4 (Faculty
Procedures for Dismissal), UWS 6 (Faculty Complaints and Grievances), and UWS 7 (Dismissal of Faculty in
Special Cases). Academic staff are subject to administrative code chapter UWS 11 (Dismissal of Academic Staff
for Cause).

Relationships with Primary Fundraising Foundations, Real Estate Foundations, and
Other Affiliated Organizations

Improving the management and transparency of the relationships with primary foundations, real estate
foundations, and other affiliated organizations is an ongoing effort the UW System and Board of Regents take
seriously. To ensure effective management and transparency, it is necessary to clearly delineate the difference
between a primary fundraising foundation, real estate foundation, and other affiliated organization. Each are
unique in their purpose, the type of relationship with the university, and how they should be managed.

Here we provide an update on the UW System’s progress since LAB’s original recommendations in Report 18-4
(please see the table below). In 18-4, LAB made 12 recommendations to improve UWSA and Board policies
related to Primary Fundraising Foundations, Real Estate Foundations, and other affiliated organizations. Since
the October 2018 follow-up to 18-4, UWSA and the Board of Regents completed four additional
recommendations. In total, UWSA and the Board of Regents completed nine of the 12 recommendations, are
in process of completing one, and consider the remaining two to be ongoing.

In this report, LAB included new recommendations or expanded upon the original 18-4 recommendations.
Below, please see follow-up to each of LAB’s recommendations in this report:

Recommendation: Require University of Wisconsin institutions to finish amending the operational agreements
to correct the issues of noncompliance with the Board of Regents policy and to submit these amended
agreements to the University of Wisconsin System Administration for review.

UWSA is on track to complete this by end of FY 2019, as UWSA committed in the June 2018 response to the
Joint Legislative Audit Committee (JLAC).

Recommendation: Revise the spreadsheet used by the Office of General Counsel to review memoranda of

understanding and operational agreements to ensure it includes clear criteria related to all requirements of the
Board of Regents policy.
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The UWSA Office of General Counsel (OGC) is continuously improving the checklist. LAB noted the checklist did
not include a check on rent or in-kind payments for office space at a fair-market rate. OGC will update the
checklist to include this, and review the checklist in comparison to Regent Policy 21-9 and Appendix A. In
addition to this check, UWSA already included this as part of the calculation in the cost-benefit analysis
required by UWSA Policy 362. As part of that analysis, UWSA states, “facilities support should be calculated as
a product of square footage and fair market value for similar space.”

Recommendation: Complete its review of the amended operational agreements by June 30, 2019, to ensure
compliance with the Board of Regents policy.

UWSA is on track to complete this by end of FY 2019, as UWSA committed in the June 2018 response to the
JLAC. Please see the table below.

Recommendation: Advise chancellors to certify compliance with the Board of Regents policy only if the
operational agreements are in place

The certifications completed were done with the understanding that new operational agreements are still
being finalized, as we stated in the October 2018 response. However, we acknowledge that this qualification
should have been written on the certification form. This will be done moving forward.

Recommendation: Ensure all University of Wisconsin institutions are in compliance with the Board of Regents
policy that prohibits University of Wisconsin employees from serving as voting members of the boards of
directors of primary fundraising foundations and real estate foundations

This prohibition is included in Regent Policy 21-9. The instance identified by LAB was for a UW-Milwaukee 0.18
FTE employee serving on the foundation board as a voting member that should have requested an exemption
under the new policy. This issue is now resolved, and the employee was granted an exception by the UW
System President.

Recommendation: Work with the Board of Regents to create a Board policy to govern the relationships
between University of Wisconsin institutions and other affiliated organizations that are not primary fundraising
foundations or real estate foundations.

LAB's original recommendation from 18-4 stated UWSA should “work with the Board of Regents to establish a
policy governing the relationships between University of Wisconsin institutions and affiliated organizations
that are not primary fundraising foundations or real estate foundations,” which UWSA completed with the
issuance of UWSA Policy 362 on January 25, 2019.

In this report, LAB amended this recommendation to create a “Board Policy.” Board leadership, including the
Chair of the Audit Committee, were consulted during the creation of the UWSA policy. UWSA chose to
accomplish LAB’s original recommendation through UWSA policy to allow the policy to be amended more
efficiently. LAB made additional recommendations in this report to strengthen the UWSA policy, and UWSA
will consider those recommendations as well as putting it into Board policy.

Recommendation: Ensure this policy addresses University of Wisconsin employees serving on the boards of
directors of other affiliated organizations that are not primary fundraising foundations or real estate
foundations, University of Wisconsin employees working for these other affiliated organizations, and the terms
under which University of Wisconsin institutions can provide support for these other affiliated organizations.
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Currently, Regent Policy 21-9 prohibits employees from serving as voting members on the boards of primary
fundraising and real estate foundations. Board membership may vary significantly for other affiliated
organizations depending on the nature of each relationship. As UWSA Policy 362, which covers all affiliated
organizations, is implemented, UWSA will evaluate the best way to ensure board membership of other
affiliated organizations as it relates to UW employees is appropriately managed.

Recommendation: Revise its cost-benefit report to provide a full accounting of all costs, time, and benefits of
each relationship with an affiliated organization, including tracking employee time and adding a calculation of
the net cost or net benefit, or a return on investment calculation.

UWSA elected to not report net cost/benefit amount because intangible benefits are substantial in nature and
cannot be captured in a “snapshot-in-time” calculation. As a result, UWSA believes a calculated bottom line
would have little to no value. In addition, UWSA stated in the June 2018 response that tracking time is not
feasible because a university employee's work at the university and affiliated organization simultaneously
serves the purposes of both organizations and therefore cannot be decoupled. Therefore, to accomplish the
spirit of LAB’s recommendation, UWSA included a calculation of each employee’s direct salary support,
including fringe benefits, as part of the calculation of administrative support provided to affiliated
organizations.

Recommendation: Amend the administrative policy to include guidance to University of Wisconsin institutions
on the items required to be included in any written agreement with an dffiliated organization that is not a
primary fundraising foundation or real estate foundation.

Written agreements may vary significantly depending on nature of each relationship. As UWSA Policy 362 is
implemented and trainings occur, UWSA will evaluate the best way to ensure institutions have appropriate
written agreements with other affiliated organizations.

Recommendation: Amend the administrative policy to explain how the cost-benefit report will be evaluated by
University of Wisconsin System Administration and to specify the reporting that will be made to the Board of
Regents.

UWSA elected to give campus administrators the authority to make initial decisions on the relative importance
and benefit of any specific affiliated organization, including taking into account the intangible or prospective
benefits that an affiliated organization may provide to the institution. The UW System Office of Finance will
also receive each of the cost-benefit worksheets from each campus for review. The Office of Finance will share
the reports with the Board of Regents.

Recommendation: Revise its administrative policy to require University of Wisconsin institutions to provide an
accounting of the costs and benefits of the relationships with each affiliated organization to the University of
Wisconsin institution.

UWSA believes that a materiality threshold is reasonable. Currently, the established threshold is at $100,000 of
administrative support. This amount was chosen after considering the size of UW system, each institution,
materiality thresholds used for other evaluations, and the level of risk, both financially and reputationally, that
these relationships present.

For example, LAB highlights UW-Oshkosh’s Business Success Center as an entity that posed risk to the
institution. The new policy, UWSA 362, had it existed at the time would have flagged the Business Success
Center. It was a 501(c)(3), which means it would have met UWSA 362’s definition of an affiliated organization,
and as LAB identified in Report 18-4, the Center received $324,900 and $226,200 in 2013-2014 and 2014-2015
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respectively, in what would qualify as administrative support. We believe this example raised by LAB is a good
example of an organization that would fall under the new policy.

Recommendation: Provide guidance and training to University of Wisconsin employees who also work for an
affiliated organization.

UWSA provided policy guidance to several campus stakeholder groups that interact with their campus
foundations, including chancellors and chief business officers. Additional training efforts are underway —
including with Foundation leaders — to provide guidance on current policy and to aid in sharing best practices
from across the country. UWSA also has a dedicated time slot with the Annual Alumni Directors Meeting at
UW-Oshkosh in June 2019, in which Foundation personnel from across UW System will be present.

Recommendation: Continue to work with the University of Wisconsin-Madison to establish a timeline to begin
using the centralized vendor file for all financial transactions.

UWSA and UW-Madison put into place an alternative method to meet LAB’s intent of being able to easily
compile payment information to all affiliated organizations. UWSA will continue to work with UW-Madison as
the UW System evaluates other system changes (cloud ERP, procurement automation) that affect the ability to
move UW-Madison to a centralized vendor file.

Recommendation: Design and implement a procedure for independent and regular monitoring to ensure
consistent use of the unique vendor identification numbers by all University of Wisconsin institutions.

As noted above, the UW System has taken steps to ensure all payments to affiliated organizations can be
identified. Through past and upcoming audits by the UW System Office of Internal Audit, Plante Moran, and
LAB, further assurance will be provided that vendor identification numbers are being used.

Recommendation: Direct the Office of Internal Audit to annually review a sample of payments from University
of Wisconsin institutions to other affiliated organizations and determine the appropriateness of these
payments.

The Fiscal 2018 Audit Plan approved by the Board of Regents in June 2017 included an objective to audit
compliance with Foundation Principles, Best Practices and Requirements, which was the guidance (Guidance) in
place at that time. Its scope covered primary fundraising foundations and real estate foundations; Regent
Policy 21-9 was adopted on December 7, 2017, with the same scope.

Recommendation: Direct the Office of Internal Audit to determine whether University of Wisconsin institutions
are complying with the Board of Regents policy.

Internal Audit’s fiscal 2018 audit was of compliance with the Guidance. Internal Audit did not audit other
affiliated organizations as there was no regent or administrative policy in place to audit against at that time.
The fiscal 2019 Audit Plan was approved by the Board of Regents in June 2018. Internal Audit will shortly begin
its planning process and audit whether institutions are complying with Regent Policy 21-9 and UWSA Policy
362, which was issued in January 2019.
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Action Steps Update from 18-4 Report

LAB 18-4 Recommendation

UW Action

Status Compared to 18-4

Assign unique vendor ID to affiliated organizations

UWSA can use an alternative method to meet LAB’s intent as
ongoing system upgrades continue.

Moved to Complete

Amend Operational Agreements to comply with the Board of
Regents Policy

On track to complete by end of FY 2019, as UWSA committed in
June 2018 response to the JLAC.

On Track to Complete

Require Chancellors to certify compliance

Certification is required, and caveat for this year was
communicated in October 2018 response to JLAC.

Remains Complete

Assess MOUs for compliance

MOUs reviewed prior to issuance of 18-4; compliance assessed
in FY 19 audit.

Remains Complete

Establish policy governing relationship between UW
institutions and affiliated organizations that are not primary
or real estate foundations

UWSA Policy 362 issued on January 25, 2019 in consultation with
Board, campus stakeholders, and best practices across the
country

Moved to Complete

Resolve inconsistency between policy statement and policy
regarding UW employees serving on boards of primary
fundraising and real estate foundations

Appendix A of Regent Policy 21-9 was modified to reflect the
Board of Regent's policy in February of 2019.

Remains Complete

Prohibit all UW employees from serving as voting members
of Board of Directors of primary fundraising and real estate
foundations

Regent Policy 21-9 prohibits. UW-Milwaukee member identified
by UWSA and LAB has been granted an exception.

Remains Complete

Require UW employees to track the time they work for
affiliated organizations, and provide guidance and training

UWSA Policy 362 requires calculation of percentage of UW
employees’ salary and fringe assigned to any Affiliated Orgs
activities paid by the UW and not directly and fully reimbursed
by the Affiliated Orgs.

Moved to Complete

Provide UW institutions guidance on identifying affiliated
organizations

UWSA provided guidance to UW institutions and will send
additional guidance and have trainings.

Remains Complete

Require UW institutions to annually report information
about their relationships with affiliated organizations and
determine whether the reported information complies with
Board of Regent policy

Required in Regent Policy 21-9 and in UWSA Policy 362. First
review cycle is coming up this year.

Moved to Complete

Annually review payments to affiliated organizations

Internal Audits’ Fiscal 2018 Audit reviewed compliance with
Guidance. Fiscal 2019 Audit Plan will audit compliance with
Regent Policy 21-9 and UWSA Policy 362

Remains Ongoing

Annually assess relationships with affiliated organizations
and determine whether any changes are necessary

Evaluated through annual audits and disclosures of Affiliated
Orgs and analysis of Affiliated Orgs per UWSA Policy 362.

Remains Ongoing
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